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KEY ECONOMIC INDICATORS 


All values in million US$ 
unless otherwise stated 


NATIONAL INCOME AND 1/ 
EMPLOYMENT ($ billions)— 


GNP at current prices 22.04 
GNP at constant 1968 prices, of which 11.24 
Agriculture 2.42 
Industry 2.82 
Other 6.00 
Population (millions) 38.50 
Per capita GNP at current prices ($) 572.00 
Employment (millions)2/3 15.30 
Average Unemployment rate (%)3/ 10.80 
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MONEY AND PRICES 


Money Supply (TL mil.) 70,528.0 
External debt (repayable in 
foreign exchange) 2,654.0 - 
Central Bank rediscount rate (Z)) 8.75 : - 
Wholesale price index (196 3=100)7", 240.1 345 .3(Jan-Mar) 
Ankara cost of living (1968*100)- 176.3 237.4(Jan-Mar) 


Istanbul cost of living (1968=100)4/ 172.1 ; 224 .8(Jan-Mar) 
BALANCE OF PAYMENTS AND TRADE 


Gold and foreign exchange 
reserves (1975 Apr. 25) 2,024.0 1,129.9 
Worker remittances (1975 Jan-Mar) 1,183.3 273.6 
Exports (FOB) (1975 Jan-Mar) 1,318.0 355.1. 
U.S. share (1975 Jan-Feb) 130.8 52.9 
Imports (CIF)(1975 Jan-Mar) 2,098.9 1,175.4 
U.S. share (1975 Jan-Feb) 185.4 60.3 


Exchange Rate: 
$1 = TL 14.00 in 1973, through May 13, 1974; 
$1 = TL 13.50 May 14, 1974 - September 18, 1974; 
$1 = TL 13.85 September 19, 1974 through April 16, 1975; 
$1 TL 14.90 since April 17, 1975 


1/ National income data are provisional and based on November 15, 1974 provisional 
estimates, the latest available. 


2/ Active labor force, including workers abroad and military/gendarmerie. 
3/ Officially reported data. 
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/ Annual average 1973 and 1974; figures exclude rent factor. 





SUMMARY 


Despite several critical problems, the Turkish economy recorded a 
relatively good growth rate in 1974 continuing the trend of the past 
decade. Even with the 7 percent growth of Gross National Product in 
constant prices registered in 1974, however, unemployment has shown 
some increase resulting from a combination of a high rate of population 
increase and reduced recruitment of Turkish workers abroad. Fed by 
rapid monetary expansion, increased domestic demand and import price 
rises, Turkey's annual rate of inflation was about 30 percent. Contrary 
to the Turkish experience in the early 70s, when an increased growth 
rate was accompanied by improvement in Turkey's external payments 
position, the country's external payments position suffered in 1974. Im- 
ports boomed by 80 percent to total the equivalent of $3.8 billion while 
exports rose only by 16 percent to $1,5 billion. Thus in 1974, Turkey 
suffered from a negative trade balance of $2.3 billion and a deficit on 
current account of $704 million. Net foreign exchange reserves dropped 


in the last few months of 1974 and a further $500 million since January, 
1975, 


Prospects for increased U.S. exports of goods and services to Turkey 
remain good. U.S. exports to Turkey in 1974 rose to $350 million, an 
increase of 90 percent over 1973. The U.S. market share improved 
slightly to 9.3 percent in 1974, 


CURRENT ECONOMIC SITUATION AND TRENDS 


New Government Formed 


Suleyman Demirel, the leader of the Justice Party, Turkey's second 
largest, succeeded in establishing on March 31 a right»of-center National 
Front government based on a coalition of four parties. Demirel and his 
partners, the National Salvation Party of Necmettin Erbakan, the Repub- 
lican Reliance Party, led by Turhan Feyzioglu, and Alparslan Turkes's 
National Action Party won a narrow 222-218 vote of confidence in the 
Turkish Parliament on April 12, Demirel was Prime Minister of Turkey 
from 1965-1971. The narrow plurality, the somewhat differing aims of 
the coalition partners, and the strong opposition of the largest single 
party in Parliament, the Republican People's Party, led by Bulent Ecevit, 
promise to test the coalition in the months ahead as it struggles to solve 
Turkey's pressing domestic and external problems, 


The program of the new Nationalist Front government has attracted con- 
siderable press and public attention in Turkey. The government's state- 
ments on economic policy cover (in fairly general terms) the continuum 
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of economic activity in Turkey and the country's relations with the rest 
of the world. Emphasis is given to industrialization as Turkey's long- 
term goal, with particular attention to the development of heavy industry, 
including defense industry and incentives to de-centralize industry into 
more backward areas in Anatolia, While the role of private enterprise 
in Turkey is clearly accepted, the program makes no predetermination 
on whether private or public enterprise will be responsible for the nume- 
erous projects envisaged. 


The issue of social justice is strongly emphasized in the new government's 
program, It indicates that the state has an important role to play in proe 
viding employment for urban and rural workers and raising the level of 
living of the masses, The program stresses special incentives for agri- 
culture such as increased credit for small farmers and lower prices for 
fertilizer, implements and pesticides, Other specific measures promised 


include comprehensive socialized medicine and improved housing for urban 
squatters, 


The Budget 


The Turkish Parliament on February 27 approved the record-breaking 
budget for the 1975 fiscal year (March 1, 1975 - February 29, 1976), 
Total expenditures were approved at $7.75 billion, an increase of 30 per- 


cent over the approved expenditures for fiscal year 1974. Revenues were 
estimated at $7.1 billion, an increase of 29 percent over the estimates for 
fiscal year 1974, 


The projected 70 percent budgetary increase anticipated for investment 
expenditures responds to urgently needed improvements in basic infra- 
structure; schools, roads, water, energy, etc. The major increase in 
current expenditures comes under the defense budget which has risen some 
595 percent from $930 million in 1974 to $1.5 billion in 1975, The Ministry 
of Defense has also been granted authority in 1975 to supplement its budget 
by an additional $450 + $550 million under the government's Reorganiza- 
tion and Modernization of the Armed Forces (REMO) Plan. 


The 1975 budget estimates a deficit between expenditures and regular rev- 
enues of $650 million to be covered by domestic borrowing. In addition, 
as of mid-April 1975, some $215 million remains to be covered of the 

$430 million budgetary gap in 1974 which was to be financed by the sale of 
"Peace Keeping Bonds", The need to finance deficits of this size together 
with the additional REMO defense appropriations will put a severe strain 
on the domestic capital market. While the Treasury in the past has had 
little difficulty in raising funds through the domestic sale of tax free bonds, 
annual bond issues have increased from some $60 million in 1971 to $450 
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million in 1974, This sharp increase is forcing the government to com- 
pete for savings from the public at large, either through the sale of 
Treasury bonds or short-term borrowing from the Central Bank, This 
puts an additional squeeze on investment credits for the private sector 
which is already suffering from a shortage of capital. 


New Economic Programs 


The present government has announced new subsidy programs in three 
major areas; fertilizer, cotton textiles and iron and steel, Although the 
combined cost of these subsidies may approach $750 million, the govern- 
ment has announced no new revenue proposals and has promised that taxes 
will not be raised in 1975. This probably means that financing for the 
subsidies will need to be obtained through an expansion of Central Bank 
credits which will put a damper on other government efforts to fight infla- 
tion, 


The price of fertilizer to the farmer had been raised dramatically in 1974 
by the then Ecevit government to more accurately reflect the cost of local 
production and imports. The new Demirel government in a move to pro- 
mote agricultural production through increased use of fertilizer has lowered 
the price to farmers by an average of 33 percent. This reduction will 
cost the government $350 million in subsidies. In 1974, to improve pro- 
ducers' incomes the government raised the domestic price for Turkish 
cotton, As the guarantee price was considerably above the world price, 
cotton exports consequently fell drastically, The government recently 
decided to subsidize the cotton exporting cooperatives to permit them to 
export at world prices and cotton exports are now moving ahead. To 
further reduce the surplus held by government cooperatives and to restore 
full production at private textile mills, cotton is now being sold by cooper- 
atives to domestic textile mills at world prices with the government sub- 
sidizing the difference. Reportedly, these subsidies may require $250 - 350 
million, The government late in April also decided to cut the price of 
iron, steel and cement by 35 to 50 percent, however, some firms have 
said it will be impossible to cut prices. Stocks of iron and steel are at 
record levels with the recession in the construction industry. The cost 

of government subsidies in this sector is not yet known. There are sev~ 
eral recent indications that the Turkish Government is reviewing import 
contracts to ensure that import prices are at lowest possible levels. This 
measure is aimed both at the saving of foreign exchange and reducing 
pressure on prices. 


Problems of Inflation and Unemployment 


Propelled by price rises in imports of crude petroleum and other commod- 
ities, growth in domestic demand for consumer goods, a 25-45 percent 
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increase in wage settlements, and substantial price rises in agricultural 
commodities and consumer goods produced by the State Economic Enter- 
prises, inflationary pressures have continued to grow at an annual rate 
of 30 percent. Unemployment has risen slightly to about 12 percent of 
the labor force as a result of the cessation of recruitment of Turkish 
workers abroad, recession in the domestic construction industry, and a 
slow-down in investment in both capital and labor-intensive domestic 
industry. The government faces considerable difficulty in trying to fight 
inflation and to lower consumer prices when at the same time it is seek~ 
ing to increase social benefits and subsidies to particular groups, and to 
improve conditions for labor with promises of increased severance pay 
and other benefits. 


Balance of Payments and Reserve Position 


Turkey suffered a severe balance of trade deficit in 1974 of $2.3 billion, 
Imports, partly under the influence of an increased liberal trade policy 
and substantial oil price rises reached $3,8 billion, an increase in value 
of 80 percent over 1973. Exports rose only 16 percent in value over 1973 
to $1.5 billion. Remittances from Turkish workers in Europe increased 
20.4 percent over 1973 and reached $1.4 billion for the year, There was 
a deficit on current account of $704 million for 1974 and net foreign ex~- 
change reserves fell from $2,2 billion in August 1974 to $1.68 billion on 
January 1, 1975, 


The government anticipates a $2 billion trade deficit in 1975 with imports 
projected at $4 billion and exports at $2 billion, Official figures for the 
first three months of 1975 indicate that imports are already 62% over the 
same quarter in 1974 and exports are 30% behind the comparable period 
in 1974, Workers remittances for the first quarter of 1975 of $284 mil- 
lion are slightly below the corresponding period of 1974. Nevertheless, 
Turkish officials hope that workers remittances can reach $1.6 billion in 
1974 and that the current account deficit for 1975 can be held at $280 
million, 


The government is becoming increasingly concerned about its foreign 
reserves which have dropped about $500 million since January 1, 1975. 
Turkey drew about $46 million in foreign currency against its Interna~- 
tional Monetary Fund gold tranche on March 15, and nine days later drew 
about $142 million, under the IMF Oil Facility. In an attempt to attract 
savings of Turkish emigrant workers deposited in German banks, the gov~ 
ernment has liberalized banking regulations to permit certain Turkish banks 
to hold accourts in foreign exchange. While Turkish officials are reluc~ 
tant to restrict imports, they hope that the prospects for an excellent 
harvest and the record size of stocks of iron and steel and other items 
will permit a cut-back in imports of several key commodities, (cereal 
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imports were $255 million, sugar imports $65 million, and iron and 

steel imports were $531 million in 1974.) Attempts are also being 

made to expand exports particularly in the area of seed cotton, cotton 
textiles and cement. Turkey's exports depend heavily on agricultural 
products (2/3 of exports in 1974), particularly cotton, tobacco and 

nuts, However, it is difficult to predict export potential for 1975 with- 
out a better knowledge of commodity price prospects. Rains have been 
plentiful however and Turkey is anticipating a bumper agricultural harvest, 


IMPLICATIONS FOR THE UNITED STATES 


Prospects for U.S. Exporters in 1975 


Trade prospects for U.S. firms with Turkey in selected lines remain 
excellent, (Because of expectations of an excellent harvest, however, 
prospects for sales of U.S, agricultural commodities are less bright). 
The current Third Five Year Plan 1973-77 aims at an average growth 
rate of 7,9 percent and of industrial output of 12 percent annually. 

The $4 billion import market projected for 1975 has been broken down 
by government planners into $1.35 billion for investment goods, $2, 3 
billion for raw materials and intermediate goods, and only $350 million 
in consumer goods. Because of Turkey's great emphasis on expanding 
industrial production and maintaining a real growth rate of 7.9 percent, 
even with current balance of payments pressures there is very little 
that can be reduced in imports of investment and intermediate goods and 
raw materials, Considerable project credits are in the pipeline and new 
lines of project financing particularly with the IBRD and the European 
Investment Bank are being negotiated. Turkey is also ready to take 
advantage of project credits from all sources, For example, it recently 
received a $21 million credit from Brazil, itself a developing country, 
for the importation of 1,000 Mercedes trucks, Serious consideration is 
also being given to further substantial borrowing in international capital 
markets, 


Areas of Special Interest to U. S. Suppliers 


There are excellent opportunities for the sale of U. S. goods and 
services in areas relating to thermal and hydroelectric (and possibly 
nuclear) power plants; petroleum and mineral exploration; ore process-~ 
ing plants; food processing and handling facilities; establishment of 
chemical, petro-chemical, fertilizer, pulp, and paper plants, and mod- 
ernization and expansion of airport, railroad and highway transportation 
facilities, Selling in Turkey, particularly to the State sector, is chal- 
lenging and occasionally difficult, because of cumbersome procedures 
and sometimes inadequate project planning. Nevertheless, determina- 
tion is often rewarded, Many projects in Turkey have recently been 
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deferred or slowed down by inflation, inadequate finance and capital 
import difficulties. Therefore, judicious use of supplier credits and 
package financing through the U. S. Export Import Bank and other 
American banks is often the key to obtaining a desired contract. 


Businessmen seeking markets in Turkey must be prepared to meet 
strong competition, particularly from firms in the European Economic 
Community. The nine countries of the EEC supplied close to 50 percent 
of Turkey's imports in 1974, with West Germany alone supplying 20 
percent of Turkey's total imports, The employment of 700,000 Turkish 
workers and technicians in West Germany enhances the sales prospects 
for German technology and products, Aggressive marketing by U. S. 
firms aided by recent changes in exchange rates can, nevertheless, 
obtain considerable export sales for American goods and services. 


Foreign Investment Policy Under Review 


Turkish Government policy and existing legislation welcomes foreign 
investment provided that it responds to clearly-delineated national criteria, 
Foreign investment must contribute positively to economic development, 
not displace established Turkish enterprises, contribute to exports, 
introduce new technology, and not entail a monopoly, Nevertheless, 
potential investors have reported considerable delay in processing appli-~ 
cations, although this has varied between the different governments in 
office in recent years. The interim Irmak Government approved expan- 
sion proposals in March for several foreign firms including some Amer~ 
ican ones. While there is some belief that the current Demirel govern- 
ment might be more favorably disposed toward foreign investment than 
previous governments, its policy in this regard remains unclear, In 
view of the several changes of government during the past few years 
and the ambiguities that have emerged with regard to some foreign 
investment issues, many interested observers believe there is an urgent 
need for a new and clear statement of Turkish policy with regard to 
foreign investment, 
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